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Internal Reconstruction : - Company - loss making
↓

Books of Accounts - BalanceSheet
↓

Restructure - present paap- Khatam

In this chapter ,

we are going to learn how to restructure/reconstruct
the balance sheet.
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METHODS OF INTERNAL RECONSTRUCTION

-

↓ ↓ ↓
!Alteration of share Capital = variation in = Reduction in

Shareholder Rights share Capital
De"Subdivision consolidation -> Dividend Rights changed .

↓ 0 N ↓ 0 N · cumulative - non-umulative
Fl = 100 FV = 10 FV = 18 Fl = 100

No = 10000 No : 100000 No = 100000 No = 10000 - voting Rights.
Sc= 1000000 S1 = 1000000 Sc = 1000000 Sc= 1000000

↑ - - -
-I

of shares

-

Stock & Vise-Versa

of shares

↑

· Rate of Dividend

IEquity Suare Capital (FV= 100) Dr. 1,000, 000 Equity Share Capital (FU = 10) Dr. 1000000- -

To
, Equity Share Capital (FV = 10) 1,000

,

000 To. EquityShare Capital (FV = 100) 1,000
,

000

Y

conversion of shares in

Equity Share Capital Dr. 1000000 Fie ↓ ↓
-

To
. Equity Stock 1000000 Cancelling right Repay the excess Reducing the paidup-

for uncalled capital. capital called capital..e : cost/unrepresented
-> 4 . compromise/Arrangements XL L XL L

FY= 10 > FV = 8 FV = 10 FV = 8

with creditors
,

bank roar
,
debentures etc. Pu = 8 Pr = z PU = 10 Pu = =

I↑ Repay = 2

Eg :-Debentures = 500000- 250,000 giveup (assumed) Righto call 22-geup.-
250000 Equity Shares

EquityShare Capital (FV = 10) Dr. E Equity Share Capital (FV= 10) Dr. 18

To
, EquityShare Capital (FV= 2) E To

, Equity share Capital (i=8) Z

-> 5. Surrender of shares To
,
Shareholders/Baul 2

E N

a Alteration : Fl = 100 AV = 10 ↓ ↓
No = 10000 No = 100,000 Both facevale

- -

SC = 1000000 Sc = 1000000 onlypaiduat and paidup value
N -

are reduced.
XL XI

shareholders will surrender their FY = 10 FX = 10 FX = 10 XL FX = 1 L

40/50160%shares towards the company. pu = 10 + 1= 9 PU = 1 Pu = 10 + 1 = 9 Pr = 1

III, FX continues to be 10 FV changes from 10 to

company will use these shares to pay off their EquityShare Capital Dr. 9 Equity Share Capital (FV= 10) Dr. 10

Liabilities- Any excess shares left with the company To
, Capital Reduction (Profit) 9 To

, Equity Share Capital (F=1)
will be finally cancelled- To

,
Capital Reduction (Profit) a
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⑳ -- ↓

-essurender
① FV = 100 Number = 100,000

↓
- 3 Aeration

FV= 10 Number = 1000000
↓,

solaressurrender tup
500000 Sh .

- Ente↳
Trade payables Bauleloar Debentures 50000

↳ As subares100000Sh. 1 ,50,000 200000
-

- - --

cancel.
-



In the books of Neal Itd -

↓ EquityShare Capital (E100) Dr. 10000000
...

To Equity Suare Capital (EMO) 4000000
- &

To
. Capital Reduction als Profit) 6000000

↓
-

Capital Reconstruction at

2· 12% Preference Share Capital (E100) Dr. 5000000

T. 12% Preference Share Capital (E60) 3000000
↑

↑

To. Capital Reduction (Profit) 2000000
-

S. 10% Debentures (100) DU. 4000000
-

To
,

12% Debentures (100) 4000000
-

b. 12% Debentures (100) Dr. 4000000
To. 12% Debentures (70)

-

2800000
-

To
. Capital Reduction (Profit) 1200000

-

4. a Creditors DV. 800000
-

=

To
,
Capital Reduction (Profit) 200000

-

b . Creditors Dr
.

1200000
- -

To
. Equity Share Capital (FX = 40) 1200000

1

= Capital Reductions Do- 3150,000
-

To
.

Fixed Assets 3)50000
-

Go Capital Reduction (loss) DV. 5300000
= -

To, Current Assets 5500000
-

70 Provision for taxation Du 100000
=

Capital Reduction (loss) soop
↑

To
,
Baul 150000

-

8 - Capital Reduction Du. 50000
~ ·

To
,

Investments 50000
-

Capital Reduction bal = 650,000
-

9. Capital Reduction Dr. 650.000
-

To
,

P& L 600000
-

To
.
Capital Reserveo 50000

↓



The balance of Capital Reduction will be used to woff the accumulated

losses (i
.

.e . Dr. balance of POL) even if it is not mentioned in the question.
It is compulsary to pass the above effect.

After writing off the Dribal of POL if there is any balance in

Capital Reduction
,

the same will be transferred to Capital Reserve all
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